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According to NEW YORK TIMES correspondent in Brazil, Alan Riding, Brazilian business is being
demolished by inflation, now running at an annual rate of 1,000%. A large part of the problem, says
Riding, stems from the absence of fixed interest rates, which means that all loans are made on an
adjustable-rate basis. And because the interest on such loans soars along with inflation, companies
that had borrowed heavily when inflation was relatively low now are required to pay extraordinarily
high rates. In Sao Paulo, the country's industrial center, more companies filed for bankruptcy under
the Brazilian equivalent of Chapter 11 in the first four months of this year than in all of 1986 180
compared to 52. One company that did so recently in Rio de Janeiro had debt equivalent to $120
million. President of the National Commercial Confederation, Antonio de Oliveira Santos, "At least
10,000 companies are technically bankrupt in Brazil today."
Alarm is spreading in the banking community because companies that file for protection under
the bankruptcy laws are required to pay only 12% annual interest during the first two years of
bankruptcy, during which time principal payments are suspended. "When you're talking about
1,000% inflation, you're almost asking banks to write off the debt," one Brazilian banker said. The
government has added to the companies' liquidity problems by ordering that, without special
permission, prices can be increased only once a month, and by the equivalent of 80% of the previous
month's inflation. Briefly, a company's expenses and cash outlays rise far more quickly than sales
income.
Financial institutions have reported that 30% of their business credits are already more than 30 days
in arrears, compared with just 6% last year at this time. Next, the number of individuals' bounced
checks last month was 37% higher than a year earlier. At American Express, 55% of local card
holders were 30 days or more behind in their payments. "The increase in bad debts is inevitable,"
on opposition congressman, Guilherme Afif Domingos, said, recalling Brazil's decision in February
to suspend interest payments on most of its $108 billion foreign debt. "If the president declares a
moratorium, why shouldn't ordinary citizens do exactly the same thing?" What is known in Brazil
as the "financial ring-around- a-rosy" has returned, reminiscent of 1983 to 1985 when inflation
was "only" 200%-plus per annum. Thirty days is now seen as a long-term commitment, and both
individuals and companies must be agile in moving their liquid cash between different instruments
and investments.
Banks, on the other hand, must advertise and compete intensely to attract these resources. In recent
weeks, because the government's own huge borrowing has pushed up interest rates, most twoyear and five-year Treasury bonds have rates readjusted on a monthly basis. Other options include
"overnight" deposits on the so-called open market, mutual funds, 30-day fixed-interest instruments
and ordinary savings accounts that pay 6% annually above inflation. With so many companies in
trouble, investment in stocks is not attractive, and gold is perceived as a good inflation hedge. In
contrast, however, to other recent periods of spiralling inflation, speculators have not been drawn
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to the dollar. The difference between the official and black market rates has dropped from 100% last
Nov. to around 10% today.
New investments in plant and equipment are increasingly rare. "The only game in town is
speculation," said an investment consultant. "It's a vicious game that is destroying business. Even if
companies have cash in hand, they hold off paying their debts so they can play the money market an
extra day or two, hoping to turn a huge profit." Although 20% across-the-board wage increases take
effect whenever accumulated inflation reaches 20%, in practice prices have been rising so fast more
than 20% in April and probably more than 25% in May that real wages have not kept up.
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